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»BDITORIAL « 


The World Situation 


Fifty years ago, when the world’s communications were not yet 
modernly developed, our forefathers did not know of the plight of people 
in distant countries until the difficulties were passed and conditions, or 
those countries, had righted themselves. Then, they went about their 
own business and their worries and interests were local. With world con- 
ditions being reported daily, if we care to read them or listen to them, 
are we better off or worse off? It would seem that the answer lies in 
ourselves and the extent of our interests. We can worry ourselves to 
distraction on what this or that country or people are doing. On the 
other hand if we do not make ourselves aware of those facts we cannot 
have fear of or sympathy for those foreign lands. We can and do, then, 
give more attention to our own conditions economically and spiritually. 
Having had the experience of the recent war of nerves, we should be able 
to decide what we wish to worry about or at least train ourselves to treat 
news.with a propaganda appreciation. We must keep our individual and 
business interests on the highest level of integrity and honour. 


Accounting Progress 


This year the New York State Society of Certified Public Accountants 
are celebrating the FIFTIETH ANNIVERSARY of their founding. We 
congratulate them on this event for their many contributions to the pro- 
fession. Many of their members have achieved world fame as professional 
accountants and as authors of many outstanding accounting text books. 
Their contribution to cost accounting is well recognized and many of the 
basic principles originating through their members are practised by our 
Canadian Society of Cost Accountants. We hope that they may continue 
to pilor the accounting profession for many more years. 


What Will The Harvest Bring ? 


As this is being written, the usual questionable reports concerning the 
possible crop and production are rampant. Will plenty assure peace and 
prosperity? Are we a part of the whole world, or, are we isolationists? 
Whether we personally and individually acknowledge the fact or not, we 
are ultimately very interested in the rest of the world. Our Canadian 
success can be assured only, or eventually, on world progress in peace 
and prosperity. There is only one country interested in creating chaos in 
Canada. They revel in tearing our democratic way of life to pieces. They 
would plunder and sabotage our prosperity. They would glory in our 
economic failure. 
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OUR TWENTY-SIXTH ANNUAL MEETING 


Whatever the crop, or the industrial production, we must WORK. 
We must give value to the markets of the world in our crops and our 
products. Many do not yet appreciate that there is a very competitive 
world economic period in the near future. We Canadians must contribute 
so that we shall receive our proportionate return and reward. We may 
GIVE but we shall also RECEIVE. 

Whether we be farmers, miners, lumbermen, manufacturers, business- 
men in any field, it is our responsibility to guide Canada to a favourably 
prosperous and peaceful future. Labour has a responsibility as well, it is 
true, but when the smoke of economic disorder begins to clear, the busi- 
ness men form the Canadian peace time front to the country itself and to 


the world. 





Our Twenty-sixth Annual Meeting 


Our Annual Meeting held in Fort William-Port Arthur is now but a 
happy memory, but the business which was recorded in the Minute Book 
will have its effect for many years to come and the experiences of those who 
were fortunate enough to attend will be relived many, many times. Our 
gathering this year was one of those events which forms the basis of many 
stories which are often repeated. Perfect weather, the gracious hospitality 
of our hosts, the members of the Fort William-Port Arthur Chapter and 
their ladies, and good fellowship all contributed towards the outstanding 
success of our Annual Meeting, which in the minds of those who have been 
in attendance each year has been one of the most enjoyable to date. 

When one looks back it is surprising how much business can be accom- 
plished? and the amount of social activity that can be enjoyed in such a 
short period of time. The Eastern Ontario and Quebec delegates made the 
trip t+ Fort William by boat and for them activities started on Tuesday, 
July ist, in Toronto, where they congregated for luncheon prior to boarding 
the train for Port McNichol. The party was made up of twenty-nine mem- 
bers, fourteen of whom were accompanied by their wives. On the boat trip 
we were favoured with clear weather and smooth sailing and the only busi- 
ness in this period was the meeting of the Co-Ordinating Educational Com- 
mittee, who devoted a full afternoon to a discussion of educational matters. 
At Fort William the reception committee of the Fort William-Port Arthur 
Chapter met the boat and incoming trains to welcome the visitors and con- 
duct them to the hotel. At this point the Eastern and Western members 
met, many of them for the first time. Among the Western members to 
attend was a delegation of five from The Society of Industrial and Cost 
Accountants of Manitoba, which was incorporated by Private Bill last April. 
At both the Directors’ Meeting in the morning and the Annual Meeting in 
the afternoon, heavy agendas were covered and important matters of busi- 
ness were discussed. Of paramount interest was thé decision to change the 
name of the Society to “The Society of Industrial and Cost Accountants of 
Canada” and every effort should be made to make this uniform in all 
Provincial Societies. 
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PRESIDENT J. A. TUPPER 


Edmonton, Alta. 


During the evening a very interesting program had been arranged to 
entertain the visiting members and their wives. A technicolor film of 
development of the Steeprock Iron Mines, which is one of the greatest 
engineering feats of its kind ever undertaken, was shown. A dance at 
Chippewa Park was a fitting climax to the day’s activities. 

The newly elected Directors met Friday morning and their first duty, 
of course, was to elect the new executive. The election resulted in the fol- 
lowing slate of officers and Committees: 


ARS CM RL corey is tod fis sagey cessitns arsctastsceaiss haa eeTOaSTT J. A. Tupper, Edmonton, Alta. 
ASEM WACO RESICOIE Gocccssevensccucncssucsncadecvsessesesss D. R. Harrison, Port Arthur, Ont. 
SSS I LE ee seer en ree N. Terry, Vancouver, B.C. 


3rd Vice-President C. P. Dumas, Montreal, P.Q. 
Honorary Secretary J. B. Tennant, Toronto, Ont. 
PRSOLAEY OA WERBULOE: 5 55200- i ercactosissecssteeicsiresvricieties H. W. Blunt, Montreal, P.Q. 
Co-ordinating Educational Committee: 

J D. Campbell, C.A., R.I.A., Edmonton, Alta. 

P. W. Wright, L.C.M.I., Montreal, P.Q. 

D. R. Patton, C.A., L.C.M.I., Montreal, P.Q. 

A. J. Dolbec, C.A., L.C.M.I., Montreal, P.Q. 

H. P. Wright, C.G.A., R.I.A., Hamilton, Ont. 

A. G. Howey, R.I.A., Hamilton, Ont. 

W. A. Evans, R.I.A., Vancouver, B.C. 

A. V. Harris, C.A., Montreal, P.Q. 
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L. J. Brooks, C.G.A., R.I.A., Toronto, Ont. 
J. H. Smith, R.I.A., Winnipeg, Man. 


Budget & Finance Committee: 
Geo. I. MacKenzie, R.I.A., Toronto, Ont. 
W.H. Blunt, C.A., L.C.M.I., Montreal, P.Q. 
W. H. Furneaux, R.I.A., Hamilton, Ont. 


Publication Committee: 
J. B. Tennant, R.I.A., Toronto, Ont. 
A. V. Harris, C.A., Montreal, P.Q. 
A. G. Howey, R.I.A., Hamilton, Ont. 


Research Committee: 
C. B. Taylor, R.I.A., Toronto, Ont. 
L. W. Bennett, R.I.A., London, Ont. 
R. H. Bissell, F.C.I.C., Hamilton, Ont. 


Legislation Committee: 
H. Hetherington, R.I.A., Toronto, Ont.—Chairman. 
Chairmen of the Provincial Legislation Committees. 


Nominating Committee: 

D R. Patton, C.A., L.C.M.I., Montreal, P.Q. 

R. S. Ausman, R.I.A., Toronto, Ont. 

H. Hetherington, R.I.A., Toronto, Ont. 

P. W. Wright, L.C.M.I., Montreal, P.Q. 

Another important outcome of this meeting was the formation of the 
Legislation Committee, as above, and the task which has been assigned to 
them for this year is a most difficult one. 

In the afternoon there were two very well attended technical sessions 
when Mr. D. G. Seebach, Comptroller of B. F. Goodrich Tire & Rubber Co. 
of Kitchener, and Mr. F. H. Black, C.A., of Fort William, presented papers. 
These two papers and the discussion which followed will be published next 
month as a part of our Year Book in place of the regular issue of Cost & 
Management. 

The Annual Dinner held Friday evening was, of course, the outstanding 
highlight of the two days of meetings. The dining-room of the Royal 
Edward Hotel was filled to near capacity when Mr. D. T. Muskett, super- 
visor of the Winnipeg Branch of the Industrial Development Bank, gave 
the address. After the main address, a presentation was made to Mr. R. S. M. 
Ausman, the retiring President, of an engraved silver Cocktail Set and a 
beautiful bouquet of roses to Mrs. Ausman. 

Saturday morning a golf ‘game, scenic tours and plant visits were ar- 
ranged concluding, all too soon, the sessions of the twenty-sixth Annual 
Meeting. 

All the visitors were high in their praise of the excellent arrangements 
which had been made by the local chapter. No stone was left unturned to 
make the visit a memorable one and to our members at the Head of the 
Lakes we extend our warm appreciation for their great contribution to 


another successful Annual Meeting. 
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Chapter Notes 


CALGARY CHAPTER 


The last regular meeting of this season was held on Wednesday, 
May 28th, when Mr. T. C. Miller led a discussion on employer-employee 
relations which continued the subject initiated on April 9th and proved 
very interesting. Mr. T. A. Montgomery, Vice-chairman, presided. 

A social evening was arranged for June 11th which took the form 
of a Dinner and Dance which was well attended by members and their 
wives. Mr. F. A. Fallwell, Chairman of the Social Committee, took 
charge of the evening which was voted a huge success and was a2 fitting 
wind up to a very active and successful season. 


FORT WILLIAM-PORT ARTHUR CHAPTER 


A special meeting of the Chapter was held on June 19th, 1947, in 
the lecture room of the public library. The guest speaker was N. R. 
MacLean, chief auditor, Ottawa, of the Unemployment Insurance Com- 
mission, who was in Fort William for the day. 

He dealt with certain phases of unemployment insurance giving a 
brief outline of the organization of the commission, how it functioned 
and the benefits derived. He explained that benefits had risen steadily 
each year until last year when approximately $43,000,000 was paid out. 

Following his address a question period was held in which members 
of the Chapter asked Mr. MacLean solutions to some of their problems 
in connection with the Commission. At the close of the meeting, E. Lang- 
ford thanked the visitor for his address. 


HAMILTON 


The Hamilton Chapter has established, through the years, an innual 
event that has proven very popular with the few members that were 
willing and able to participate. It is the annual golf tournament. This 
affair has become an annual fixture due to fact that there are two lovely 
trophy cups up for competition each year. The Furneaux cup being for 
“low gross” and the Stott cup for “net gross’ in annual competition. 

This year’s event took place at the Dundas Golf and Country Club 
golf course on Friday, June 20th, 1947. Provision was made for the 
golfers and, for all who participated, including those who merely played 
the nineteenth hole, a dinner, in standard form, was provided. After the 
dinner, the distribution of prizes took place. The chairman delegated 
Walter Furneaux as director of the ceremony of prize distribution. The 
prize allocation committee determined the winners on a new and original 
handicap basis in which the handicap is set up from the actual score. 
There may be nothing remarkable about this but there is a remarkable fact 
about the winner of the low net cup. This honest golfer turned in a score 
of 175, no comments, and from the basis of figuring the handicap to 
formula, his handicap of 114 gave him a net score of 61. He was, more- 
over, declared the winner and was presented the cup. This is one occasion 
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CHAPTER NOTES 


on which the prizes are not won by the best golfers, in fact, every golfer 
present won some kind of prize or other. 

There were several visitors present as guests and they also enjoyed 
the occasion where the Hamilton Chapter members have an opportunity 
of ge:ting Cost Accounting Socialism or Fraternization without the cold 
hard substance of Cost Accounting Doctrine. 


SHERBROOKE CHAPTER 


Saturday afternoon’s cloudburst showered its might over the Dufferin 
Heights Golf Course just a little too late in the day to dampen the spirits 
of members of the Eastern Townships Chapter of Cost and Management 
Institute and their ladies on the first Annual Outing to be held by this 
local affiliate of the Canadian Society of Cost Accountants and Industrial 
Engineers. Armed with the unpublished Les Memory rule-book, about 
a dozen neophytes took to the fairways along with an equal number of 
seasoned players who confined themselves to the Official Rules. While 
these enterprising people pursued the much-maligned little white pellets 
up hill and down dale, along the fairway and through the rough, John 
Buckle and his visiting friend, Harry Schofield, maintained the prestige 
of the male about the bridge table. Dubbed “Ah, Well’ (or something 
somewhat similar) by the ladies, the game was concluded in time to allow 
the first in-coming foursome an appreciative audience at the ninth green. 
In the meantime, struggling under a burden of honesty, a drearth of alibis, 
and an over-abundance of inexperience at the game, Ted Croft was chopping 
along chalking up a tremendous score and it was only after he had been 
assured of reasonably high counts on the remaining two holes that he 
could be persuaded to quit because of the rain. When the downpour 
had subsided and the scores had been posted and “Savvie’’ Savage had 
determined that none had fallen by the wayside, the party moved on to 
Ripple Cove Inn at Ayer’s Cliff. 

After exploring the various public appointments of the Inn and basking 
in the blaze of “Ozzie” Broadbelt's flash-bulbs, all were ushered into 
the Dining Room to the accompaniment of Bill Black’s appeal for the 
Greeks. At the close of the dinner, Bob Blake welcomed the ladies whose 
appreciation was very nicely expressed by Mrs. Russ Tate. President 
Howard Moffat voiced the thanks of those present to Alf. Savage for 
his efforts in arranging the outing, to Jim Corfield for looking after the 
prizes, to Bob Blake for attending to the golf program, and to John 
Buckle for taking charge of the bridge program. Mr. Moffat’s remarks 
on the work of Past-president Cal Daigneault brought a hearty round of 
applause from the men and a few words of explanation drew an equally 
hearty response from the ladies. Presentation of prizes for bridge gave 
honour to Mrs. R. C. Tate, Mrs. C. F. Taylor, Mrs. Bill Black, and Mr. 
H. Schofield. Golf prizes were: Ladies Low Gross—Mrs. H. J. Moffat; 
Ladies’ Low Net—Mrs. R. E. Blake; Men’s Low Gross—Mr. R. E. Blake; 
Men’s Low Net—Mr. R. C. Tate. Consolation Prize went to Ted Croft, 
who stated that after his experiences chasing the golf ball over the course 
and the surrounding countryside he was prepared to protest if this prize 
had been given anyone else. 
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OTTAWA CHAPTER 

The closing monthly dinner meeting of the chapter was held at Rideau 
Ferry Inn, neear Perth, Ontario, on Thursday, June 26th, at 6.30 p.m. 

The group left Ottawa at 1.15 p.m. by chartered bus and arrived in 
Perth at 3.15 p.m. Two of the Perth members of the Ottawa Chapter, 
Mr. J. S. Benson, R.I.A., of Andrew Jergens Co. Ltd., and Mr. D. C. Fraser, 
of Henry K. Wampole & Co. Ltd., acted as hosts for this meeting and im- 
mediately after our arrival the group made a conducted tour of each of : 
these plants while they were in full operation. j 

Since most of the products being manufactured in each of the plants 
were well known to the entire group, the plant visits were most interesting 
and the guides frequently had to urge their visitors on in order to reach ‘ 
the end of their route before the plants closed. Just prior to the leaving of 
each plant, a brief question period was held and a generous distribution 
was mede of samples of some of the products in production at that time. 

Following the plant visits, we boarded the bus again and moved on to 
Rideau Ferry Inn, where members of the office staffs of the two firms joined 
the chapter members for dinner. Both Mr. Benson and Mr. Fraser were 
introduced and spoke briefly. 

The bus left Rideau Ferry at 9.30 p.m. and a half-hour stop over was 
made at Smith’s Falls for refreshments. The remainder of the trip to 
Ottawa was shortened by an almost continuous sing-song and we arrived 
back in the city at midnight. 











New Members 


Calgary Chapter 
Walter G. Henderson, 1314-20th Avenue N. W., Calgary. 
Kenneth A. Brown, Alberta Hail Insurance Board, Calgary. 
Miss Charmain A. Johnson, Court House, Calgary. 
Edmonton Chapter 
William Williams, Dept. of National Revenue, Edmonton. 
Fort William-Port Arthur Chapter 
Gordon M. Holt, Cochrane-Dunlop Hardware Ltd., Fort William. 
Peter Glanvill, Fort William Coal Dock Co., Fort William. 
Hamilton Chapter } 
R. S. Oikawa, Kraft Containers Ltd., Hamilton. 
Kent County Chapter 
Harold Keedwell, The T. H. Taylor Co. Ltd., 
George H. Austin, Houle & Austin, Public Accountants, Chatham. 
Ottawa Chapter 
Richard W. Arthur, Dept. of Finance, Ottawa. 
Quebec Society Non-Resident 
Wm. D. Fritz, Ward D/23, Vetezan’s Hospital, St. Hyacinthe, Que. 
Toronto Chapter 
G. Graeme Hurlburt, Druggist Corporation Ltd., Toronto. 
Victoria Chapter 
Thomas T. Novis, Gladwell Motors Ltd., Victoria. 
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Current Literature Digest 











By HAROLD BRICKER, C.G.A., R.LA. 
THE INADEQUACY OF FINANCIAL REPORTS 


The Journal of Accountancy recently published a comment on a 
letter by John A. Zangerle, to The Wall Street Journal, on this subject 
in which cost factors were implicated but not covered as such. Among 
the points mentioned, the following are of interest. 

Many companies submit but a single year balance sheet, profit and 


loss statement and surplus accounts. It is becoming evident to executives 





that, if they wish to enjoy the goodwill and confidence of the stockowner, 
the employee and the public, these must be kept informed of the amount 
and adequacy of reserves, earnings, dividends, etc. Beneficiaries cannot 
be expected to take the time to hunt for and examine past or former years’ 
statements, hoping to analyze current assets-liabilities ratios for current 
position. The parties may be interested in knowing whether depreciation 
and other reserves were increased, and the improvement or otherwise of 
the current condition of current liabilities, cash position, reduction of 
indebtedness, portraying a better or poorer working-capital condition. 

It is contended that the form of reports should be changed. The form 
of reports whereby earnings per share, after all other costs, expenses, and 
charges are eliminated, does not meet present circumstances. Reports 
and statements should show the net profit after all expenses, except labour 
and dividends. The final position and division should be evident by 
reading the statement. Through this practice, it would be immediately 
clear tc what extent the business is conducted for the benefit of its employees 
and the stockholders. Earnings which are plowed back into the business 
should be set up as a reserve for development, and not held as something 
for future distribution merely to stockholders, when future profits from 
such additional investments might be distributed, in the future, in the 
proportion of the past distribution of wages AND dividends. 

This is a new viewpoint and it merits consideration. It is quite plain 
that cost accounting will have to be designed to tie in with this modern 
means of reporting the business PROGRESS and OPERATING RESULTS. 


A HALF CENTURY OF PROFESSIONAL ACCOUNTING SERVICE 


The New York State Society of Certified Public Accountants are 
marking their fiftieth anniversary of their founding in a special review 
publication. A number of items are of interest to cost accountants and 
should be reviewed. 

The character and foresight of that small group of sterling men who 
at the inception of that society set a course for their endeavour, oftimes, 
has been stated but never can be too frequently praised. To them much 
is owing; let us keep the faith, by strict adherence to the doctrines they 
so wisely established. Accounting has but one purpose, to set forth the 
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results of the business operations accurately and truthfully. It draws upon 
the resources of many sciences, but remains an art, varying in effectiveness 
with the knowledge and skill of the practioneer—THIS IS THE LESSON 
OF HISTORY. 

Fifty years ago, the responsibility of the accountant, to third parties, 
was well understood but not legally established. The accountant or auditor 
had to have a sound thorough, practical, instinctive knowledge of double 
entry. He had to understand the purposes and construction of a con- 
solidated balance sheet. He had to have an outline of commercial and 
corporate law, and had to be familiar with such rudimentary public 
utility regulations as then existed. This technical information combined 
with untiring industry, and a strong but discriminating determination to 
adhere to his ethical principles, was about all that was required of a 
successful practitioner. A knowledge of securities and stock exchange 
trading, insurance technique, and a general knowledge of industrial 
processes was also useful. 

Much progress was made by the Stock Exchange in the improvement 
of corporate reporting. Because of the demand for adequate disclosure, 
accountants adopted the general principles of minimum disclosure which 
were enforced in the late 20's by their committee on stock list. The service 
of public accounting kept pace with the demands of business in its progress. 
Mechanical methods were brought into accounting as they were adopted 
by business. 

Progress in COST ACCOUNTING has been greater, possibly, and 
more rapid than the progress in financial accounting. New techniques and 
methods have been developed. Forty or fifty years ago, cost accounting 
was pretty well confined to JOB COST. The concepts of standard costs 
and differential costs have been developed since the first world war. The 
old historical costs were not, generally, good guides for the use and need 
of operators and businessmen who required this information to prepare 
budgets and make plans, as it was difficult to separate the factors in an 
historical cost which affected the future from those which had to do ONLY 
with the past. However, during the second wofld war, cost accounting, 
which was devoting itself to the proving and justification of costs incurred, 
rather than to the development of costs for budgetary or operating purposes, 
neglected standard costs for a temporary revival of job cost technique, 
although, it is now recognized that standard costs in some form are the 
costs which are really useful to those responsible for the conduct of an 
enterprise. Both standard and differential cost accounting, basically, are 
specialized types of budgeting. 


THE PRINCIPLES REMAIN UNCHANGED 


With all the changes in procedures and methods, the basic principles, 
the essentials on which we build everything else, have not changed in the 
fifty years just passed and will not change in the years to come. The 
principles of equivalence, of the equal action and reaction, of the dual 
character of ‘every transaction upon which double entry is founded, will 
not change. The principles of good faith, responsibility, duty to clients, 
to third parties, and to the public will always remain the same. The 
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principle of fair and adequate disclosure and explanation, no matter how 
differently expressed, does not change. All of these rest on the possession 
of character and integrity and THE EXERCISE OF INFORMED 
JUDGEMENT. 


COOPERATION IN COST REDUCTION 


The American Management Association have published a series of 
papers presented at their Financial Management Conference held in New 
York in 1945. In their series number 85 there are a number of writings 
dealing directly with COST REDUCTION FROM THE COST ACCOUNT- 
ING RESPONSIBILITIES. 

In the introduction by Wyman P. Fiske, there are comments that should 
be repeated for their interest to our members. 

The war period, in spite of our producttion records, and in too many 
cases, has been a period of COST RETREAT. Unless we can halt this 
retreat and resume the offensive on costs, we shall not be able to maintain 
our standard of living. Lower prices can and will follow cost reductions 
in the cost of doing business. This is important to the working man, 
the consumer and to the business man. Everybody can win, the profit 
motive provides the incentive. 

We have experienced a period beset by industrial strife and disputes 
over wage rates and levels. Let us hope that, in the heat of argument, 
the fundamental importance to all concerned, of final costs, is not lost. 
The public wants the value of its money sustained. The one common 
thread running through all these legitimate wants is lowered costs. The 
minimum costs which will be necessary to fill the wants of management, 
labour, and the general public cannot be reached without the full co- 
operation of labor itself. 

Cost control calls for an approach entirely different from that used 
in the preparation of historical reports for tax assessments, renegotiation 
or termination. It is a problem of leadership and education. The first 
step in cost reduction, then, is one of building the right attitudes. There 
is no room in a cost reduction program for an attitude of “Let George 
do it”. We must learn to reflect the operating point of view in the major 
portion of control and reduction of costs. One of the prime reasons why 
so many factory men look down on cost accountants is, that they do not 
believe that the average cost accountant knows much, if anything, about 
operating conditions and the accompanying problems. There is, too often, 
some basis for this point of view. On the basis of a sound understanding 
of operating problems, we can, with the tools in our technical kit, help 
operating men practically in their attacks upon high costs. This involves 
a uniform understanding and interpretation of STANDARDS AND COST 
REPORTS. 


To be effective, cost reports must produce action. The follow-up of 
cost reports is too often a neglected aspect of cost control procedures. 
Discussions and meetings or conferences are tools that offer great possi- 
bilities. One thing is clearly obvious—a real job cannot be done if the 
cost man stays in his office and the operating man in his. There must 
be a ‘getting together”. 
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COST REDUCTION is a joint responsibility and a joint opportunity. 
Actu2! results must come from operating people on the production line. 
Theirs is the DIRECT RESPONSIBILITY. To provide the facts and 
analyses which will help the production people is OUR INDIRECT FA- 
CILITATIVE RESPONSIBILITY. By a clear indication of its recognition 
of the importance of cost reduction and by encouragement at every step, 
the supporting leadership must be effectively given by GENERAL 
MANAGEMENT. 

While this administrative problem of cost reduction has been brought 
to ycur attention on many occasions, it would appear that it can well 
stand this repetition since our readers have not embraced, to the full, this 
very important policy, or perhaps because many of our members have not 
taken the time to read our previous reviews under this heading. It cannot 
be said with any sincerity that this does not apply to your particular 
business. 

To somewhat confirm the wide possible application of cost reduction 
to various types of business, we shall repeat from this same series number 
85, a few statements by J. O. Eastlack, President of Borden’s Farm Products 
Division. This is in the field of distribution cost. 

Prices in a free enterprise system eventually reach a level which enables 
enough producers and operators to stay in business to meet the total 
demand. There is no better place to deal with the cost reduction problem 
than at the point at which costs are incurred. Put the microscope on the 
job at the point where cost reduction or improvement is either in reducing 
expenditures or in getting increased production—more goods—out of the 
same expenditure. Output per worker is the key by which this advance 
can be accomplished. Cost accountants can show operating management 
how to provide the tools and equipment and methods which will get more 
goods produced per worker, and get it done with less expenditure of time 
and energy. Higher wages and lower working hours will be found among 
the results. 

Everybody gains from Cost Reduction that comes from increased pro- 
ductivity that enables us to provide our consumers with more and better 
goods at fair prices. It Spells a Higher Standard of Living. Sure you're 
for it and each of us may well say, “I’m For It.” 





SUMMER VACATION—OUR AUTUMN PROGRAM 


The number of readers who write us with criticism is small. Some- 
times we wonde: if there is an interested favourable opinion of this digest 
department. Why not let us know if you would care to have this depart- 
ment continued in the fall? Good or bad, we'll be glad to hear about it. 
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ONE-WRITING 





PAYROLL... From a single writing of one form Ditto gives you 
every form you need for every phase of payroll work. . 


PRODUCTION... Save 24 to 36 hours getting orders into your shop! 
Eliminate 90 per cent of all rewriting on all paper work! 


PURCHASING... Get raw materials into your plant 10 days sooner! 
Bid requests, purchase order copies, delivery receipts 
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Labour-Management Relations 
By T. P. DALTON 


Personnel Mgr. Shawinigan Water and Power Co. 


Great strides have been made by Organized Labour. A little over 
100 years ago, it was a criminal offence for employees to join together 
in association or to belong to any kind of labour union. Laws presently 
on the statutes of various countries and provinces, including our own, 
have completely reversed this situation. To-day employees not only have 
the right of free association, but, subject to their following an established 
procedure, employers are obliged to bargain with them collectively and 
in good faith. This reversal of trend is due to the social evolution over 
a period of years and the favored position of labour at this date is, to my 
mind, partially caused by the opposition of management to labour organ- 
izations. This same opposition can be at least partially blamed for the 
poor, or shall we say the bad, state of labour-management relations which 
generally prevailed in this country some years ago and which unfortunately 
still exists in too many cases. Unions have been quick to take advantage 
of favorable situations. An indication of the progress of the trade union 
movement in Canada is reflected by the increase in membership from 
roughly 133,000 in 1911 to over 700,000 in 1945. I think it is a safe bet 
to sav that Labour Unicns are here to stay. 

If it is admitted that Unions are here to stay and in view of existing 
legislation which also will remain, subject to some modification, what 
then is the intelligent thing for management to do? There can be only 
one answer. Management must recognize the employees’ right of free 
association and accept the principle of collective bargaining. 

Perhaps at this point it would be well to review briefly the Provincial 
legislation governing labour-management relations. 


THE PROFESSIONAL SYNDICATES ACT 


Under the Professional Syndicates Act twenty or more employees may 
form an association and apply to the Provincial Secretary for incorporation 
as a syndicate or association. When authorization has been granted the 
syndicate is empowered to negotiate a collective agreement with one or 
more employers. The agreement takes effect after an authentic copy has 
been deposited with the Minister of Labour and is binding on the parties. 
There are certain obligations which the syndicate is required to respect 
and failure to comply with same may entail liquidation of the organization. 

The Collective Agreement Act provides for the signing of an agree- 
ment between a syndicate or association and one or more employers in 
the same business. The Lieutenant Governor in Council may order that 
a collective agreement respecting any trade, industry or occupation shall 
also bind all the employees and employers in the Province or in a stated 
region of the Province, within the scope determined in such decree. The 
decree is administered by a Parity Committee composed of employers and 
employees. 
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THE LABOUR RELATIONS ACT 


This act establishes the Labour Relations Board. It provides for the 
right of employees to associate and establishes procedure under which 
Associations may be certified as Bargaining Units. Once an association 
has been certified, the employer is obliged to negotiate with it in good 
faith. In order to obtain certification, the Union must have a majority 
of employees in the group as paid up members. All members must pay 
an initiation fee of $1.00 and monthly contributions of not less than 50 
cents. It is forbidden for employers to interfere in any way with the 
formation or the activities of any association of employees. It is forbidden 
to use intimidation or threats to induce anyone to become, refrain from 
becoming or cease to be a member of any association. The Public Service 
Disputes Act is designed primarily to outlaw strikes in Public Utilities. 
Neither management nor labour alone can solve all the problems 
confronting the industrial world to-day but by their combined efforts and 
good-will at the bargaining table they can do much to establish lasting 
industrial peace. If our business executives would only realize that not 
only the success of their own business depends upon the establishment and 
maintenance of harmonious industrial relations but that failure to do so 
will inevitably result in a break-down of our economic system!! Now 
please don’t get the impression that I am trying to place all the respon- 
sibility for poor Labour-Management relations, where they exist, on 
management. I know very well that labour has.been and is most unrea- 
sonable at times and that labour leaders should be more conscious of their 
responsibilities. However, the object of my talk is to try to-put before 
you the necessity of establishing good Labour-Management relations and 
the part that management can and should play in accomplishing this end. 


I have said that management should be prepared to accept the principle 
of Collective Bargaining. In this process of Collective Bargaining, repre- 
sentatives of Management sit down with representatives of labour and 
analyse facts, ideas and data in good faith, with a view to arriving at 
mutually satisfactory, solutions to the problems of both the employer and 
employees and the reduction of these solutions to writing under a contract 
known as the “Collective Labour Agreement’. If management is sincere 
and lays its cards squarely on the table, exposing all the facts, it will 
eliminate a lot of unreasonable demands. There can be no such thing as 
disagreement over a fact, but you can be ignorant of it. Both parties 
to negotiations must be activated by a sincere desire to reach agreement 
on the various matters involved. They must be prepared to cede a point 
here and there. In other words, there must be a certain amount of ‘give 
and take’; this should not be confounded with the questionable practice 
of horse trading which usually works to the disadvantage of one or other 
of the parties to negotiations eventually. If both parties enter negotiations 
with their minds made up not to budge from their pre-established positions, 
then there can be no hope for the success of negotiations, indeed the word 
negotiations is a misnomer under such conditions. A certain flexibility 
of will is necessary to a successful conclusion to negotiations. The 
idealistic objective of Collective Bargaining is to arrive at a contract which 
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will be mutually beneficial to the Company and the employees. If the 
employees succeed in obtaining conditions which are detrimental to the 
Company in any way, they will eventually suffer because their future 
progress is contingent upon the success of the Company, and, on the other 
hand, if the Company succeeds, through sharp practices, in depriving the 
employees of an improvement in conditions which it can well afford, then 
discontent and troubled labour relations must inevitably follow. 
Management representatives should not sit down at the bargaining 
table with the idea of frustrating the Union. Their function is rather tu 
direct the thinking of Union representatives into constructive channels. 
There has been far too much talk of labour’s usurpation of the functions 
of management. It is still the responsibility of management to lead and 
there is no more important place for the exercise of this responsibility 
than at the bargaining table. Collective bargaining must be competitive, 
conciliatory and cooperative. We can cry out all we like that Labour 
should be more reasonable but unless management adopts a fair attitude, 
along the lines I have attempted to outline, we are crying in the wilderaess. 
Management's greatest failure in negotiations is lack of preparation. Tne 
Union usually has a draft agreement all prepared which it submits either 
before negotiations begin or during the conference. This often results 
in a loosely worded agreement due to the fact that management has failed 


to submit counter proposal or prepare its own draft. Another manazement 


fault is the all too frequent practice of hiring a lawyer to conduct the 
negotiations. This is said with all due deference to the legal profession 
but I firmly believe that the only place the lawyer should have at the 
bargaining table is as an advisor. 

The drawing up of the formal contract or Collective Labour Agreement 
is an important matter. Simple, clear, easily understood language should 
be used, avoiding long drawn out phrases. The agreement should detine 
clearly all the working conditions affecting the employees, such as hours 
of work, rates of pay, overtime, holidays recognized, vacations with pay, 
etc. etc. It is essential that the agreement define clearly the classes of 
employees covered and the territorial jurisdiction in the case of multiple 
plant companies, the term of the agreement and a procedure for renewal 
and amendment. Perhaps the most important part of the agreement is a 
grievance or adjustment procedure, of which more will be said later, and 
provision for final disposition of unsettled grievances through voluntary 
arbitration. Also important is a recognition of the Bargaining Unit (the 
Union) and any provisions for the security of the Bargaining Unit during 
the life of the agreement, which may have been agreed upon. Management 
generally feels justified in opposing any type of union security clause in 
an agreement. However, Unions are placing so much emphasis on this 
factor to-day that it must be faced. 

It will have occurred to you that all these clauses in the agreement 
seem to favor the employees or the Union. How about something for 
management? I would be very insistent on the incorporation of a Man- 
agement’s Rights Clause which defines the prerogatives or functions of 
management under the agreement. Now what are the functions of manage- 
ment under the agreement? Some time ago I heard a definition of this 
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as being “what is left after the contract is signed”. It need not be as bad 
as that if a clause something like the following is written into the 
agreement: 

“The Company has and shall retain the unquestionable and 
exclusive right and power to manage the business and direct the 
working forces, including the right to hire, suspend, discharge, 
promote, demote, discipline or transfer any employee. However, 
an employee who feels that he has been subjected to unfair treat- 
ment shall have recourse through the adjustment procedure out- 
lined under article——of this agreement”. 

A further provision excludes matters reserved under this clause from 
arbitration. 

A strict seniority clause in an agreement could do much in the way 
of destroying the value of a ‘Management's Rights Clause’ such as this, 
but when seniority is subject to the employee having the necessary quali- 
fications to perform the work in an efficient manner (or using another 
formula—subject to their being equality of skill, experience and efficiency) 
it follows that the Company's interests are pretty well protected. 

Some people seem to have the idea that once the agreement is signed 
that they can forget about Labour-Management Relations for another year. 
Too often the agreement is filed away and forgotten, until something 
happens. It is my conviction that the signing of the agreement is but 
one link in the chain of Labour-Management Relations. No matter how 
carefully a contract is written there will always arise occasions when the 
meaning of a given clause is placed in doubt. It is not the written word 
that always prevails but rather the intent, that is the understanding of 
the people who negotiated the agreement. For this reason, I like to 
recommend that, as soon as possible after the signing of the agreement, 
it should be carefully analyzed. An interpretation should be written of 
any clauses which appear to be susceptible to misinterpretation; this should 
be done jointly by Management and the Union. 

From this stage on, the Collective Labour Agreement becomes the 
law governing relations between management and employees. It becomes 
the responsibility of the Supervisory Staff to administer the law. Plant 
or local supervisors are like the local policemen charged with the proper 
observance and administration of the law. This is quite a responsibility 
added to their other duties but I do not hesitate to say that no other duty 
they may have to perform is more important than that of administering the 
Collective Labour Agreement. The agreement may have been negotiated 
in perfectly good faith and reflect conditions acceptable to both parties, 
but the maintenance of good and satisfactory relations between employer 
and employee depends, in great measure, upon the way in which the 
contract is administered in practice. How should the supervisor administer 
the agreement? 


The Union will have made known the contents of the agreement to 
employees and in all probability will have given each one a copy. It is 
management's responsibility to see that all lines of supervision are fully 
informed and instructed in the application of the agreement. Any changes 
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in the agreement should be thoroughly explained. This introduces the 
question of training to which I shall refer later. 

Being thoroughly familiar with the agreement, the Supervisor should 
approach its application realistically. He should not stick too closely to 
the written word, neither should he wander far from it. He should apply 
the provisions of the agreement with fairness and impartiality to all 
employees. 

[ have said that the “Grievance or Adjustment Procedure” is perhaps 
the most important part of the agreement. Certainly in the case of the 
Foreman this is so, since he is usually (or should be) the first step in the 
grievance procedure. Grievances may be divided into two general classi- 
fications—Real and Imaginary. It should be kept in mind that whether 
a grievance is real or imaginary it is still “a grievance’ in the mind of 
the employee concerned. When an employee makes a complaint he should 
be given a sympathetic hearing. What to others may appear an insignificant 
matter may be a source of real trouble to him. He should be given an 
opportunity to unburden himself. The Foreman or Supervisor, whatever his 
title is, should remember these rules before making a decision:— 

1. Get the facts, all the facts. 
2. Weigh the facts. 
3. Decide and then (4) act. 

The Supervisor must be on guard never to create a situation which 
may result in a grievance. He should, in so far as it is within his power 
to do so, see that the proper steps of the Adjustment Procedure are followed 
and where time limitations are specified they should be adhered to strictly. 
A failure of the adjustment procedure may easily result in sabotaging the 
whole agreement. There is nothing more dangerous to morale than an 
unsettled grievance. I recently heard of a case where an employee was 
nursing a grievance for ten years or more—a case not settled undoubtedly 
because, at the time, no proper procedure existed for the man to unburden 
himself. Some employers complain that Union stewards make a point of 
stirring up trouble in order to create grievances so as to stimulate interest 
of employees in the Union. Up to a point, I would say let them go ahead 
and they will soon tire of it. Grievances of this type can usually be 
settled in the initial stage. I would rather see tén grievances brought to 
light and settled than to have one hidden grievance. 

If I have devoted a considerable length of time to a discussion of the 
grievance procedure, it is because of my conviction that it is an all impor- 
tant part of the Collective Labour Agreement and a distinctive phase of 
Labour-Management Relations. 

I have said that the idealistic objective of Collective Bargaining is 
to arrive at a contract which will be mutually beneficial to the Company 
and the employees. Surely then Management should have the same 
objective in the day-to-day application of the agreement, which is a con- 
tinuation of the process of Collective Bargaining. While I do not advocate 
soliciting trouble I do feel that supervisors should be close enough to 
their employees to know what they are thinking. Are they satisfied with 
the agreement? Do they like their working conditions? What is their 
reaction to any change in working conditions? What does the second line 
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supervisor think of the agreement? Answers to questions such as these 
and constructive criticism properly channeled can be of inestimable help 
to management in laying the foundation for better Labour-Management 
Relations. 

Collective Bargaining and the application of the Collective Labour 
Agreement constitute but one phase of Labour-Management Relations, a 
major one if you will. Management must take the initiative in formulating 
policies and procedures with a view to always improving relations with 
the employees. 

I think there should be consultation with the employees regarding the 
work in hand. This can best be done through Group Committee Meetings. 
The idea is to set up a Labour-Management Committee which should meet 
periodically at stated intervals. These Committees, sponsored by the 
Federal Government, proved extremely helpful during the war in main- 
taining production at peak. I have known some supervisors who say that 
such committees are unnecessary, they leave their office doors open and 
employees are free to come to them at any time to talk things over. Then 
again they say they don’t have anything to talk about. I cannot subscribe 
to such an attitude. The superintendent should take the initiative. Em- 
ployees are frequently reticent and ‘backward about coming forward’ but, 
if called together in a group and properly prompted, some helpful sugges- 
tions can be obtained and, more important still, employee morale is 
improved. What to discuss at meetings of this sort? Proposed changes 
in routine before they are put into effect, the reasons prompting the change 
and expected benefits resulting therefrom. New and improved methods— 
Safety measures and rules—Maintenance and construction projects, etc. etc. 
The men like to be told about these things in advance, when this is possible. 
How frequently does it happen that the average employee learns of an 
important development in his Company only through the newspapers. 

Labour-Management Relations can be improved in various other ways. 
I have in mind the installation of a Job Evaluation Plan. A Job Evaluation 
Plan results in the establishment of equitable wage rates for each and every 
job in the plant. The rate for each job is properly related to that for all 
other jobs. Any employee will be a better employee if he feels sure that 
his classification and rate are commensurate with his qualifications. The 
best results are obtained by Union (or employee) participation in the 
development and administration of the Job Evaluation Plan. To attempt 
to inaugurate a Job Evaluation Plan without Union participation is to 
invite disaster, but if a good job is done in selling the principles of Job 
Evaluation to the Union and you obtain their collaboration in developing 
the plan, then, it becomes their plan and usually produces very satisfactory 
results. 

Pressure from Unions for seniority provisions in Collective Agreements 
makes it necessary for management to develop better techniques in the 
selection and placement of personnel. Management must become more 
conscious of the necessity of hiring the right person for the job. This is 
important, not only from the employee viewpoint. It stands to reason 
that, when the employee is content with his job and environment, his 
morale will be good and when morale is good—Labour-Management 
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Relations are good. Experience of those companies who have developed 
selection and placement techniques show that turnover has decreased 
tremendously, training time has been cut down and production increased. 
Training is an important factor in Labour-Management Relations. I 
am thinking of Job Relations Training for Supervisors. How often has 
a man been promoted to a supervisory position without having been given 
the least bit of instruction in Job Relations. After all the main function 
of a supervisor is to manage men and, unless he is properly trained in 
this art, how can he be expected to efficiently perform his duties. The 
lack of supervisory training is directly responsible for a great many 


grievances. 

Then again Labour-Management Relations can be improved by the 
introduction and application of a sound Merit Rating programme. A 
management fault in considering the adoption of such a plan is to consider 
the weeding out of inefficient or undesirable employees as its primary 
objective. This is a wrong objective. The approach should be rather to 
develop a plan for the purpose of upgrading and promoting. By the way, 
the modern trend is to refer to such plan as a Progress Rating Plan rather 
than Merit Rating. If an employee knows that his progress is being 
watched he will put in a better performance. In the operation of a plan 
such as this, it is important that employees who fail to qualify for up- 
should be told of their faults. When properly presented, it is 





surprising how well employees receive such news and they very frequently 
impreve on the next rating. 

Progressive managements to-day are devoting more and more attention 
to the human side of Labour-Management or Industrial Relations. Whether 
employees are organized or not they are still employees and human beings. 
Proper channels of communication should be established. Employees 
should be told more about their Company. It is well to remember that 
when a new employee enters the service of a company he is selling to that 
company his most precious possession—his human resources. His. whole 
being and that of his family is being tied up with the enterprise... We 
should strive to develop a sense of Company pride in our employees and 
this can best be done by feeding them information about the Company. 
Remember that the average employee wants to know exactly that informa- 
tion which is hidden from him or which management is unwilling to 
divulge. The result is that he gets his information from outside sources 
and the information he does get is frequently distorted. Management must 
Strive to produce egos and personalities as well as goods. 

Perhaps you are inclined to think that I am trying to be too realistic 
and insisting too much on the question of labour-management cooperation. 
I know that a lot of people in management are convinced that it is im- 
possible to obtain cooperation from the rank-and-file employees. Let me 
read you a short article I ran across this week. The article is headed 
“Union Brags About Its Company”. 


“Under the banner headline, “We are proud to work at 
Waltham’, a paid advertisement sponsored by the American Watch 
Workers’ Union (Waltham Division), explains why Waltham 
workers feel that way. 
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Recognizing that a cooperative union-management drive for 
greater production at lower unit cost is essential to the survival 
of the American watch industry in the face of Swiss competition, 
the union has publicly declared its intention to do its full part. 
Waltham workers have no intention of pricing themselves out 
of the market by demanding wage increases unaccompanied by 
increases in dollar volume of production; to have more, says 
the union, workers must produce more. 

The story of the many mutual benefits of union-management 
cooperation is told by the union in the text of the advertisement. 
“Working conditions are good,” the union declares. “The pay 
is good. Management understands the problems of labour, and 
labor understands the problems of management. We know that 
to ‘have’ we must produce and that that which we produce must 
be better than the product of our competitors. We are all agreed 
on that philosophy and have mutually pledged ourselves to 
greater production.” 

The Union backs up its statement that Waltham is a good 
place to work by making specific reference to paid vacations, the 
pension plan, and sickness and accident benefits.” 

If that isn’t cooperation then I don’t know what cooperation is. 

The principles and practices I have outlined are equally applicable 
to office workers and factcry or shop workers. Up until recent times, the 
organization of Office or ‘White Collar Workers’ was unheard of. Many 
managements were thrown into a state of consternation when they were 
confronted with the news that their clerical workers had joined a Union and 
sought a collective agreement. Those employees whom management looked 
upon as the fai: haired boys have suddenly flared up. Why should they 
have recourse to Unionization? Now I don’t believe for a moment that 
the average office man is the least bit union minded. If he has had 
recourse to Unionization to seek redress it is because management has 
failed to recognize his needs and aspirations. Among the causes leading 
to Unionization of White Collar Workers I would list these factors: 


1. The lack of a Job Evaluation Programme. 
2. Wages not related to merit and service. 
Most increases in recent times have been given to production 
workers. As.one commentator ably expressed it 
“God's chosen people became 
God’s frozen people’. 
4. Differentials between clerical and service employees may not 
have been sound. 
5 The clerical worker (more so than the production worker) 
needs and seeks recognition. 


6. Increased wages and benefits to production workers are pro- 
cessed through the clerical staff and when the clerical worker 
sees these increases going through he naturally asks himself 
“where do I get off at?” 


Poor supervision. 
8. Lack of recognition of responsibility. 
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Management should be alive to these facts and take steps (while there 
is stil! time to correct them). In so far as clerical workers are recognized 
as a link between management and production workers and compensated 
on an equitable basis as compared to production workers, I do not think 
there is much chance of the union movement spreading in this group. The 
matter of adequate compensation is a major problem for management. ! 
have seen cases where there existed a pay differential in favor of clerical 
workers over certain classifications of production workers being wiped 
out and reversed due to pressure from the production group for increases. 
That is a bad situation that should be corrected. If you fear unionization 
in your office I would suggest that you review the factors which I have 
just listed to see where you stand under each one of them. It may be a 
good time to put your house in order! Employees who are in positions 
of a supervisory, semi-supervisory or confidential capacity should be given 
recognition and their status established. The greatest danger in Office 
Unionization appears to me to be the inclusion of supervisory and con- 
fidential positions in the Bargaining Unit. 

I hope that my remarks will have served their purpose in stimulating 
your interest in the general problem of Labour-Management Relations. 

We are presently living through a critical period. The very existence 
of our present economic system of free enterprise hangs in the balance. 
If management fails to promote and maintain good labour-management 
relations the people may turn to another system. 

In conclusion, allow me to say that if we wish to maintain our present 
economic system we should disillusion ourselves of the idea that other 
economic systems are experiments and that ours is everlasting. There is 
nothing permanent under the sun and man-made institutions must prove 
themselves every day. Management and labour must strive, by every means 
in their power and by the rejection of all prejudices, to attain the optimum 
in good Labour-Management Relations. 

The closed shop, under proper conditions of performance and pro- 
duction and apprenticeship, has merit. It is apt to become undemocratic 
in periods of depression when tayoffs result, from the lack of demand for 
the product or service in volume, and create a. demand for relief. Is it 
fair to the rest of the people of the community, that the property owning 
taxpayers should have to, alone, provide that relief? With every closed 
shop, it would appear democratic and not unreasonable that relief con- 
tribution should be an accompanying factor. Is it fair or right that anyone 
may not seek employment where he chooses? 
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Foundry Costs and Cost Controls 
. By C. E. WESTOVER * 


Westover Engineers, Milwaukee 


THE COST COMMITTEE of the American Foundrymen’s Association 
was one of the first set up by the Association, and since its inception has 
been among the most active. Great effort has been expended by A.F.A. 
Cost Committee members, and also by the various societies representing 
the several branches of the industry, to develop a uniform accounting system 
and uniform method of figuring costs worthy of adoption by the foundry 
industry. The value of a plan of this type cannot be minimized today, 
although a number of years have passed since the need for it became 
apparent. 


A.F.A. COST COMMITTEE PAPERS 


A perusal of all papers written on the subject of costs since inaugur- 
ation of A.F.A. 51 years ago would provide sufficient material to make a 
most appropriate present-day paper. There is one paragraph, however, 
which might have appeared in any paper reflecting present-day conditions. 
It appeared in a paper entitled “Uniform Costs in the Foundry Industry” 
presented at the annual meeting of the Association in Philadelphia, Septem- 
ber 29-October 3, 1919. It reads as follows: 

“Perhaps the greatest problem before American industry today is that 
of determining accurate cost of production. Industry is becoming so com- 
plex—our tax laws are so intricate and the matter of accurate returns is so 
important that the concern operating without knowledge of costs is in the 
least possible position to conduct its business to best advantage. Another, 
and perhaps the most important reason why costs must be accurately ascer- 
tained, is that, to enable the manufacturer to determine just what he cin 
voluntarily do in the way of increasing wages and arranging for profit- 
sharing plans if necessary to offset the unreasonable demands on the part 
of his workers, he must know where he stands with reference to his 
production costs.”’ 

If industry in 1919 was so complex as to provoke these comments, it 
must also have been complex when the first A.F.A. Cost Committee was 
set up over 50 years ago. Certainly, it remains complex to a certain degree 
to-day. Insofar as detailed reports and statistics for government and tax 
purposes are concerned, they no longer present the management problem 
created when the practice originated. The amount of information demanded 
in these reports over the years has increased considerably, but industry has 
taken this in stride, meeting the challenge by an increase in or the reorgan- 
ization of personnel. In many cases, passage of the Social Security Act and 
Withholding Tax laws required the hiring of additional personnel, but this 

*Note: We have received many requests for an article dealing with the latest develop- 
ments in cost accounting and cost control in the Foundry Industry. Mr. C. E. Westover 
presentea a paper on this subject at the Annual Convention of the American Foundry- 
men’s Association and by the kind permission of Mr. Westover and the American 


Foundrymen’s Association we are very pleased to reprint in ‘‘Cost and Management’’ 
the pape: presented by Mr. Westover. 
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information was required by law and industry co-operated to the fullest 
extent. 

It is regrettable that the castings industry has not adopted the same 
attitude and expended the same energy in the matter of determining its 
costs by establishing departments to obtain this information. It is doubtful 
if there is a plant in any branch of the castings industry, which was in 
existence during the war, that has not had its productive capacity increased 
materially, and probably to the point where it is in excess of normal require- 
ments. During the war, and since, many new units have been added, espe- 
cially in the gray iron and non-ferrous branches of the industry, because. of 
continued abnormal demands for these types of castings. Improved pro- 
duction and management methods and techniques have resulted in a sub 
stantial increase in production per man-hour, but still no effort has been 
made to develop a plan whereby costs are pre-determined. 


NEED FOR SOUND COST SYSTEM 


The marginal foundry, that foundry which is unable to figure its costs 
and seli at a profit will not be in existence once the first bulge of consumer 
demand is satisfied, and the semi-marginal foundry will find itself in serious 
difficulties. Thus, the familiar struggle for survival which has character- 
ized the foundry industry as a part of a free enterprise system will be on in 
earnest. Let us not be too hasty in discarding this system, since it has 
proved to be the foundation of our rapid industrial growth and is responsible 
for the degree of efficiency which our industries maintain in comparison 
with that of other nations. Rather, let us be efficient and determine our 
costs. It is only in this way that we can hope to remain in business. The 
greatest contribution any foundryman can make toward stability of the 
industry is to operate his business profitably. 


COST CONTROL AND COST ACCOUNTING 


The cost accounting systems advocated by A.F.A. and other societies 
will give you your costs, but, as such, they are purely historical records— 
records of what has taken place. Generally. speaking, the accounting 
department is the gatherer, keeper, and dispenser of the figures necessary 
to prepare financial statements which meet the requirements of the business 
and the government. Too few accounting departments include in their 
function the figuring of job costs or participate in cost control work. Cost 
contro! and cost accounting are two distinct functions and are usually the 
responsibility of separate individuals in even small organizations. Cost 
control is a method of predetermining costs; cost accounting is a matter 
of recording what has taken place. 

Usually accounting occupies a high position in the administration of 
business, due to the fact that statements must be prepared and presented 
at definite times; whereas, cost control work is like production: if you 
cannot deliver this week, then deliver next week. ‘ 

Management must be brought to recognize accounting and cost control 
work as two distinctly different functions or departments, but of equal 
importance in the operation of a business. Of course, close co-operation 
between the two departments is essential. 
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ANALYSIS OF COSTS 


In making an analysis it is advisable to follow a definite plan or 
pattern whereby: 

1. Fixed costs of the department are calculated. 

2. The semi-variable costs of the department are carefully analyzed 
and budgeted to determine the fixed and variable elements. 

3. The standard direct labor, hours or dollars, required to absorb 
the fixed costs are determined. 

If these calculations are expressed in simple chart form, the necessary 
production volume’ to break even will be readily ascertainable. A careful 
recording of figures may also develop the point in operations of diminish- 
ing returns or increasing burdens. Charts can be developed using various 
units of measure. 

The accompanying chart, Fig. 1, illustrates graphically the break-even 
point for the plant or for a given department operating at 60 per cent. of 
capacity, the selected point upon which to base costs. 
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FINANCIAL AND CONTROL BUDGETS 


The most effective system will center around financial and control budgets. 
Financial budgets, dollar value budgets, may be set up on sales forecasts. 
This will indicate profits for a given amount of sales produced at a pre- 
determined cost. Of course, production processes, methods, wages and the 
like do not remain static. Therefore, budgets for control purposes must 
be both flexible and perpetual, adjusted to meet changing conditions and 
be at all times reflective of actual operating conditions. Control budgets, 
to be most effective, should be expressed, wherever possible, in stable 
measures, such as, time (minutes or hours), weight (pounds or tons). 
At times, however, it is necessary to use money as a measure. A control 
budget may resolve itself into a chart or series of charts, for the plant as a 
whole or for a department covering labor or material. 

One problem which concerns management is a loss in certain depart- 
ments due to a decline in the volume of production in that department. 
The business as a whole may be operating at a satisfactory profit, but when 
each department is analyzed, one or more departments may reflect loss. 
The cause is usually that these departments are partly or wholly shut down, 
while fixed costs continue. A common example of this may be the bal- 
ancing of core room operations with the molding department. Where 
management decides to establish, for cost purposes, a minimum volume or 
percent of plant capacity as the break-even point, it is then advisable to 
establish the break-even point for each department. 

The horizontal scales of Fig. 1 show the annual standard direct labor 
cost in man hours or dollars for varying percentages of capacity. For 
instance, at 60 per cent of capacity the total annual standard direct labor is 
120,000 man hours, and may or may not be $120,000.00, depending on wage 
rates and whether they remain constant through the yeas. 

Vertically, Fig. 1 shows the changing ratio of total cost to standara 
direct labor cost. In this chart the break-even or burden absorption point 
is 60 per cent of capacity and the ratio of total cost to the standard direct 
labor cost at this capacity is 2.8. At this point the ratio or total manufac- 
turing cost is made up of 1 unit of measure of standard direct labor, 1 unit 
of measure of variable burden cost and 0.8 of a unit of fixed burden cost. 

If operations were at 40 per cent of capacity, the ratio would then be 
3.2. This ratio of total cost would then be 1 unit of standard direct labor 
cost, 1 unit of variable burden cost, and 1.7 units of fixed burden cost. 

The difference between these two ratios, multiplied by the total annual 
standard direct labor cost at 40 per cent capacity level, will give the loss 
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which will be experienced. This loss is due to failure to supply the plant 
or department with sufficient production volume to maintain capacity at 
the burden absorption point which is at the 60 per cent capacity level. 

As an example, assume a production of 360,000 units at 60 per cent 
capacity. Then the manufacturing cost would be: 





Stantiand (dutect Samots vcs cnccncieneee $120,000 
Variable Burden: COSt xis: scccssccesecessoveseseusse 120,000 
eer Hiseenr COSbe 2454. edisicscedee este 96,000 
"Fotal, mianutactisin a: COSC cecisctscccesccseesesstoeessaeceacess $336,000 
Cost per unit at this capacity would be 336,000 + 360,000 
or $0.933. 


At 40 per cent capacity level there would be production of 240,000 
units and manufacturing cost would be: 


Standards diseet IAD Oh i. escsessiseccsttecearccteseeenees $ 80,000 
Wiahiaile pu keletbn 6 OS te cacescirtessvsasccesittcaeee nee 80,000 
PEG DUSCON COSE scsissccvesiceictecescncsccqadesnssargescterestant 96,000 
BOtal Manulsctacings COSt 03655465 sc ass $256,000 
Cost pei unit at this capacity would be 256,000 ++ 240,000 
or $1.066. 
Actual standard cost 
at. 40: pee Cent CAPAC. ciiciciscicsccscscciserossseans $1.066 
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Standard cost 


at GOs DEF CONE ICADAGIEY: cis weteccecesScccdsnscseacecess $0.933 
PON al 2COSE os issiseivasstesnasdesccesscacnseccounes $0.133 per unit 


Therefore, with production at the 40 per cent capacity level (240,000 
units) the plant or department would suffer a loss due to production vari- 
ance cf 240,000 units multiplied by 0.133 or $32,000. 

According to the chart, the total standard manufacturing cost at the 
60 per cent capacity level, is 2.80 per dollar of standard direct labor. At 
40 per cent capacity level, total standard manufacturing cost is 3.20 or an 
increase of 0.40 per dollar of standard direct labor. 

Inczsmuch «as there are 80,000 of standard direct labor cost at the 40 
per cent capacity level, this cost multiplied by 0.40 indicates a loss due to 
reduced production of 80,000 X 0.40 or $32,000. This figure compares 
with the loss shown in the example above. 

The principle of the above illustration is applicable to various problems 
and can be most useful in determining sales policies, pricing and effort. 


OBJECT OF COST CONTROL 


The object of cost control should be cost reduction, which may be 
accomplished through greater productivity per manhour, improved meth- 
ods, techniques, mechanization and/or economical use of materials. It 
must be remembered, however, that labor is the predominant cost factor 
in the production of castings. 

A main objective of American industry is to make a better product at 
a lower cost. Only ever increasing productivity per manhour will make it 
possible to maintain or reduce selling price, improve quality and pay higher 
wages. And, unless high wages are accompanied by high output, costs 
and selling prices of castings will be too exorbitant to encourage their 
use as a structural material or to provide the volume of business necessary 
to use a fair percentage of the industry’s capacity. 

Properly organized plans for cost control will automatically provide 
a cost reduction program, since these plans call for establishing standards 
of operation which determine materials used in production, methods of 
production and quality standards. Only after operation standards have 
been established can standards of performance for operators be set. 

Without going into time standards, which is in the field of the A.F.A. 
Committee on Job Evaluation and Time Study, it will be sufficient to say 
that time is a stable measure. Time will measure effectiveness of materials, 
efficiency of methods and quality requirements, as well as the amount of 
work required to perform an operation. Such time standards should be in 
the form of standard data, which means element time and not over-all! 
time, thus enabling the cost control department to analyze every job for 
economy in production. 

If labor costs are to be controlled, regardless of whether operators are 
working for an hourly wage or under a wage incentive plan, it is necessary 
to knew how long it should take to do a given piece of work. The same 
method of establishing time standards should be employed for either hourly 
or incentive workers. Of course, in the case of hourly workers, you have 
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no assurance of attaining standard production. Figure 2 shows what has 
been quite generally accepted by the engineering profession as performance 
of hourly and incentive workers. 

In Fig. 2 the numbers on the line represent the average number of 
measured minutes of work produced by operators per hour. A measured 
minute is a time study minute (may be stop-watch time, or other, camera 
time, etc.) which has been adjusted to compensate for rating performance 
of operator, fatigue and personal need allowances. Under some incentive 
plans, sixty measured minutes of work per hour are set as standard, paid 
for at the base hourly rate of pay and each measured minute of work pro- 
duced over and above standard is paid for at the same rate as standard 
production. The production of the normal operator on incentive will 
average around 80 measured minutes of work per hour . This compares 
with about 40 measured minutes of work usually produced by the normal 
operator working on an hourly rate basis. 

From this chart it is readily seen that, in the case of hourly workers, 
there is no assurance of attaining standard production. To achieve a 
schedule of planned output from the worker, the help of a wage incentive 
plan will be necessary. Wage incentive plans based on sound principles 
and strictly adhered to by management will become increasingly important 
with the return of competitive business and are essential to controlled costs. 


BASIC WAGE STRUCTURE 


A step further toward controlled costs is a sound basic wage structure. 
Wages are the product of a money and time factor. In the case of hourly 
work, the base or hourly rate of pay determines the money factor, and the 
produced measured minutes of work determines the time factor. For 
example, if the base hourly rate is $0.60/hr., that is a cent/minute. The 
hourly worker would receive $0.60 regardless of his productivity which 
might be only 40 measured minutes of work. However, the incentive 
worker would be expected to produce over 60 measured minutes of work 
per hour and thereby earning over $0.60 or a cent/minute. If his produc- 
tion is 80 measured minutes he will receive $0.80/hr. 

Next, it is necessary to establish a basic wage structure, and the 
simplest method of doing this is with the aid of an occupational or job 
evaluation plan. An occupational or job evaluation plan establishes the 
relative value for every occupation in a foundry and serves as a foundation 
for all bargaining of wages for individuals or groups of individuals. 

Without going into the detailed processes of evaluating the various 
occupations, it will suffice to state that all occupations in a plant will fall 
into one of the labor grades established by the evaluation. If merit rating 
of individuals is a part of the evaluation plan, then hourly workers may 
have a rate within the rate range for the labor grade into which their 
occupation places them. 

Figure 3 illustrates the method of establishing the money factor or the 
conversion figure used in establishing wages for hourly workers or earned 
wages for incentive workers. This chart is divided into labor grades 3 to 17 
inclusive. The plant in which this evaluation work was done did not have 
workers who fell below labor grade 3, therefore, 1 and 2 have been omitted. 
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The base rate line, or A on the chart, is used for determining the conversion 
figure. It is the midpoint on this line in each labor grade that indicates 
the conversion figure for all work performed by individuals within this 
labor grade. This conversion figure for incentive work is not only a very 
important factor in cost control due to the fact that it establishes related 
conversion figures for various occupations, but it also becomes a very 
important factor in industrial relations. 

In offering the foregoing illustrations and examples, it was not 
intended to deviate from the original theme of foundry costs and cost 
controls. The author is convinced that the apparent lack of interest on the 
part of the foundry industry in following a plan to predetermine costs has 
been due in some measure to lack of information on how this might be 
accomplished. It was with this thought in mind that the author has sought 
to explain the function a cost control department might serve, as well as 
some of the basic steps of a good cost control system. 


COST CONTROL DEFINED 


Perhaps the best definition of cost control is that given by Webster. 
He states that control is a matter of “directing influence over,” “regulating” 
and “anything affording a standard of comparison or means of verifying.” 
This definition may well be applied to cost control. 

It might well be said that a cost control department serves manage- 
ment through an assumption of the responsibility of directing, regulating 
and verifying costs through standards of comparison. A cost control 
department could definitely become the nucleus of any business. 





« STUDENT SECTION » 


ACCOUNTING I EXAMINATIONS 1947 





Question 2. (16 marks). 
(a) On September 1, 1946, Wholesalers Ltd. drew on their customer, 
John Hall, a thirty day bill of exchange for the amount then 

owing, viz., $312.47. This draft was accepted the same day. 

(b) On September 5 Wholesalers Ltd. shipped to Hall further goods 
invoiced at $110.20 on terms 3/10, n/30. 

(c) On September 7, Wholesalers Ltd., discounted at the bank at 6 
per cent per annum the bill on Hall dated September 1. 

(d) On September 8, Hall claimed and was allowed an overcharge of 
$6.90 on the invoice of September 5. 

(e) On September 14 Whoesalers Ltd. received from Hall a cheque 
dated September 12 in payment for the goods invoiced on Septem- 
ber 5, Hall having deducted the discount to which he was entitled. 

Required: Indicate by general journal entries the posting to be made 

on the books of Wholesalers Ltd. for each of the transactions listed above. In 
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STUDENT SECTION ‘ 


the narrative that would ordinarily accompany journal entries indi- 
book of original entry from which the posting for each transaction 


would, in actual practice, be made. 


Solution Question 2 
(a) 
1946 
Sept. 1 Bills receivable $312.47 
Accounts receivable (John Hall) $312.47 
(Bills receivable book) 
(b) 5 Accounts receivable (John Hall) 110.20 
Sales 110.20 
(Sales bodk or recapitulation) 
(c) 7 Bank 311.08 
Interest and bank charges 1.39 
Bills receivable 312.47 
(Cash received book) 
(d) Sales returns and allowances 6.90 
Accounts receivable (John Hall) 6.90 
(Sales returns book) 
(e) Bank 100.20 
Discounts given 3.10 
Accounts receivable (John Hall) 103.30 
(Cash received book) 
Question 3. (20 marks). 


errors listed below were made by the accounting staff of Timms 


Hardware during the year ended December 31, 1946: 


A remittance of $16.93 received from R. Doyle in settlement of 
his account was posted to the credit of sales. 

Inward freight, $20.40 on new store fixtures was posted to the 
debit of merchandise purchases account. (At December 31, 1946, 
Depreciation was charged at 12% per cent per annum on the 
closing balance of store fixtures account.) 

A cheque for $23.46 reimbursing the petty cashier’s imprest fund 
was posted to the debit of the petty cash fund. (Vouchers pre- 
sented were: Office expense, $7.40; office postage, $10.24; clean- 
ing $5.82.) 

Merchandise invoiced to J. White account receivable at $190.00 
was returned by him on December 29 and included in the invent- 
ory at December 31, but the return of the goods was not recorded 
on the books until January 3 following. 


Required: 
(a) Journal entries (with fully explanatory narrative) correcting each 


of the errors listed above. 


A calculation of the amount by which the correction of these 
errors would increase or reduce the reported profit for the year 
ending December 31, 1946. 
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Solution Question 3 
Accounts receivable (R. Doyle) 
(a) (1) Sales 16.93 


Correction of error in posting a 
remittance from R. Doyle in settle- 
ment of his account to the credit 
of sales. 
Store fixtures 

Merchandise purchases 
Charging to the fixed asset account, 
store fixtures, freight on fixtures 
which had been debited in error 
to merchandise purchases account. 
Depreciation of store fixtures 

Reserve for depreciation of 

store fixtures 

Adjusting depreciation charges for 
depreciation on cost of fixtures 
not included in the asset account 
at the time depreciation was cal- 
culated—12'%4 per cent of $20.40. 
Office expense 
Office postage 
Cleaning 

Petty cash imprest fund 
Charging to expense a reimbursing 
cheque which had been debited in 
error to the petty cash fund. 
Sales returns and allowances 190.00 

Accounts receivable (J. White) 
Recording the return by J. White 
on December 29 of merchandise 
previously sold to him, which mer- 
chandise is included in the inven- 
tory at December 31. 

Effect on Reported Profit 

Error Decrease Increase 
(a) $ 16.93 
(b) (i) $20.40 

(ii) 255 
(c) 23.46 
(d) 





232.94 


20.40 


Net decrease in reported profit $212.54 








